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PROBLEMS IN DETERMINING THE COST OF SOVIET WEAPONS SYSTEMS

After looking at the subject for this discussion, you might ask,
"What do the problems involved in determining the cost of Soviet weapons
systems have to do with estimating future Soviet military programs?"
These problems have traditionally been of primary, 1f not exclusive,
interest to the economist and a relatively small group of people con-
cerned with economic intelligence. Others tend to look at the results
of such work and say, "So what?" In order to put the subject in per-
spective, let us examine some of the important intelligence consider-
ations that are, or can be, influenced by estimates of costs of Soviet
weapons systems.

I am sure that you are aware that the USSR has expended large
amounts of resources in the past 5 years in establishing its current
military posture. It has acquired hundreds of surface-to-air missile
sites; deployed several hundred MRBM launchers; developed at least
three ICBM systems, which it is deploying in force; built nuclear sub-
marines with missiles; outfitted bombers to alr-launch missiles; demon-
strated advanced nuclear technology; and awed the world with space
achievements. Within the mext 5 to 10 years, the growth of some of
these forces will continue, and technological advences will permit the
development of an even wider variety of highly complex military and
space systems,

Those of you who are even casually familiar with these new systems
appreciate that the development, production, and deployment of such a
system as an anti-ICBM weapons system and the implementation of techni-
cally feasible space programs are so expensive that even the richest
countries will not be able to carry out simultaneously all feasible
new programs on a large scale. The USSR is now faced, and will con-
tinue to be faced, with difficult economic decisions concerning these
programs.

In considering the problems involved in the costing of Soviet weapons
systems, I will discuss the following principal topics:

1. The factors affecting the over-all size of Soviet military
expenditures, -
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The ways in which these expenditures can be categorized,
The elements that make up the cost of a weapons system,

The methods used and the problems encountered in costing
Soviet military programs,

What we have concluded to date about Soviet military expendi-
tures and the limitations to these conclusions, and

The outlook and the problems for the future.

In going through these principal topies, I also shall touch on such sub-
ordinate subjects as the "monetary illusion," international comparisons,
and the Soviet defense budget.

-2 -
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I. Tactors Affecting Total Military Expenditures

A, General

In the broadest sense the magnitude of Soviet military programs
depends on the size of the Soviet economy and the extent to which the
available economic resources are allocated to nommilitary purposes., In
allocating national resources, Soviet leaders have traditionally given
the highest priority to the rapid growth of heavy industry and to the
buildup of a strong military posture. What is allocated to popular
consumption is essentially considered a cost of operating the economy.
As such, consumers recelve enough food, clothing, housing, durable
goods, and services to insure that they are productive and acquiescent
if not fully cooperative. In the post-Stalin period this cost has been
rising as the Soviet people have become more educated and more aware of
the levels of living in the West. The rate of growth of consumption,
however, has been much less than that of the entire economy, and it is
in the consumer-oriented programs of housing and agriculture that
promises are broken when the availability of resources becomes tight.

In order to implement the primary goals of rapid industrial
growth and strong military posture, the Soviet economy is planned to
operate under "forced draft,"” where all the manpower, materials, capi-
tal, and managerial skills are fully committed. Unlike maeny Western
economies, there are no large areas of unemployment and unused indus-
trial capacity, such as steel, which can be marshaled to increase
military production. The two primary objectives, industrial growth
and wilitary posture, are highly competitive for the same general
types of resources. An increase in one must be at the expense of the
other. They also are highly interdependent. Investment in industry
increases the aggregate resources available in the future, part of
which could then be allocated to the military. On the other hand, in-
creases in the allocation to military programs decrease ‘investment and
the total resources likely to be available in the future.

B. The Monetary Illusion

Some time ago, .I heard someone say, '"We in the United States
are arguing about the size of the military budget, while the Soviets
can print all the money they need for military purposes.” The idea
that all the USSR has to do 1s to spend more money to get more military

-3 -
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goods and services is still around, although fewer people are confused
by this monetary illusion. Increasing the monetary supply by deficit
spending, the "printing press," or other fiscal measures is useful when
unemployed resources can be brought into production. As I have said,
all Soviet resources are fully committed,so that no significant increase
in production is possible through thesge fiscal means. This statement
does not mean that 1n some real sense all Soviet resources are "effi-
ciently" employed. Increases in efficiency are certainly possible, but
it is likely that the USSR would use primarily nonfiscsl means for im-
proving this efficlency.

Estimates of the costs of Soviet military programs can provide
an appreciation of, and a possible check on, the size and the shape of
existing Soviet commitments to military purposes. They algo can serve
as a means of testing future programs. In the past we have constructed
estimates of total military expenditures by building up the costs im-
plied in the physical estimates of Soviet military programs. These
estimates of expenditures have been expressed in terms of so many bil-
lion rubles and in terms of shares of gross national product.

In costing past estimates of Soviet military programs, we found
that the total military expenditures implied in these estimates often
rose sharply for the year following the date of the estimste. Analysis
of the estimates of Soviet forces showed that many of them were based
primarily on estimates of requirements and that existing programs usually
were assumed to continue at past rates. After a year had passed, we
found that many of the estimates for that year were cut back and that
the sharp rise in implied expenditures shifted to the next year. With
military costing as a tool, we can now check the reasonableness of esti-
mates based on requirements from an economic point of view, can examine
the economic effects of changes in force structure, and perhaps can
identify economic indicators of such changes.

We can think of the military's share of Soviet gross national
product as s manifestation of Soviet preferences for military goods
and services relative to those for other means of attaining Soviet
policy objectives. These data reflect Jjudgments as to how much poten-
tial growth in investment or consumption must be given up to increase
military expenditures or the reverse -- how much other programs can be
increased at the expense of military programs. In making such judg-
ments, Soviet planners examine these costs along with the benefits to
be derived and make their decisions accordingly.

- b -
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Although analyses of past allocations to military purposes serve
as background in judging how Soviet planners may meke future decisions,
they cannot be taken as the sole basis for estimating future allocations
to defense. Conditions change, new weapons are developed, the military
bostures of potential enemies are altered, and different international
and domestic enviromments evolve. The longer the time period under
consideration, the greater is the number of possible situations that
must be considered.

For exeample, 1in assessing the likelihood of the introduction of
8 large military program such as the widespread deployment of an anti-
ICBM system, we must estimate how such a progrem would affect investment
and 1ndustrial growth, what sectors of the economy would be most hard
pressed, and how much civilian or military programs might have to be cut
back. Soviet planners would certainly consider these factors in meking
their decisions, but they also would consider their estimate of opposing
forces, how effective their anti-ICBM system 1s likely to be against
Western missiles, and how many anti-missile units should be deployed and

where. All these considerations will take place in an environment shaped

by Soviet bureaucracy, custom, military doctrine, and personalities.

Thus the costing of military programs alone cannot yield a unique

solution to the problem of future Soviet military programs, but cost

analysis, carried out in cenjunction with assessments of these other fac-

tors, can narrow significantly the number of reasonable alternatives.
order to bring these other factors to bear on the problem, we also must
study (1) evolving Soviet military doctrime, (2) the effectiveness of

potential weapons systems and the requirements for these systems, (3) the

availability of resources in the various sectors of the economy, and
(4) Soviet estimates of Western capabilities.

..5..
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1T. Military Expenditures

A. Categories

Soviet military expenditures can be categorized by military mis-
sion, weapons system, or economic sector of lmpact. An analysis of ex-
pendltures by mission can reflect Soviet preferences for various types
of forces, such as those for air defense or strategic attack, and trends
in allocations can assist 1n predicting the type of wespons that Soviet
planners may emphasize in the future.

Within military missione the costs of competing wespons systems
have an lmportant role. ©Soviet planners may select one type of weapon
like a surface-to-alr missile system instead of a flghter sir-to-air
missile system on the basis of thelr relative costs and effectiveness.
Often the decision may not be to exclude one of the systems but may
involve the relative amount of effort devoted to each. Decisions with-
in types of systems may be made similarly. With estimstes of costs and
effectiveness of potential weapons systems in hand, intelligence should
be in a better position to make assessments of future Soviet decisions
about these weapons systems.

Different weapons systems will have different impacts on the
Soviet economy, although their total monetary costs may be similar.
Simply put, the change from tanks and ertillery of the postwar period
to missile systems of the present has shifted the impact of military
brograms from the steel industry to the electronilcs industry. Several
years ago, our analysis pointed up the fact that if the USSR were going
to have large missile programs, its electronics industry would have to
grow very rapidly. This growth did, in fact, take place. But the new
wegponsg systems also reguire higher gualities of material and manpower
not only for their development and production but also for their opera-
tion and maintenance. These probably are the kinds of problems that the
USSR currently is facing, and we must make military costing methods more
sensitive in order that they reflect the impact of these new develop-
ments,

B. International Comparisons

Total Soviet military expenditures also may be valued in dollars

25X1C B b = velustion is useful for giving the consumer of in-
telligence an appreciagtion of what the Soviet'assortment of military goods

-6 -
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and services purchased in a given year would cost in the US _ 25X1C
Soviet military expenditures in dollar terms can be broken down by mis-

sion, weapons system, or category of goods purchased and can be com-

pared with similar US expenditures. Costing of Soviet weapons systems

in dollars introduces a whole set of analytical problems, As is the

case with almost all international aggregetive economlc comparisons,

however, the relationship between US and Soviet military expenditures

in dollars should be viewed only as a very general indicator of magni-

tudes that implles 1little if anything about the relstive effectiveness

of the military programs of the two countries.

_7_
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III. Cost Elements of Weapons Systems

Conceptually the cost of a weapons system should include all expen-
ditures associated with developing, testing, producing, deploying, and
operating that system throughout ite useful life. In other words, what
is desired is an accounting for the expenditures that would not have
occurred 1f a given weapons system program did not exist. Operationally,
we divide the cost into two categories: initial cost and annual oper-
ating cost.

In order to illustrate, I will describe what is included in each of
these two major categories of cost for an ICBM weapons system. The in-
itial costs of such a system include the expenditures for research and
development of the concepts and hardware associated with that system,
the costs of missiles tested at the range, and the costs for developing
and testing special ground-support and guidance equlpment and special
nosecones. The initial costs also include those for constructing roads
and facilities at deployed sites, all hardware (both special and general
purpose) that is present at the site, initial issues of spare parts and
fuels, and nuclear warheads allocated to that ICBM system. Even the
cost of the initial training of operating personnel falls in this cat-

egory.

The annual operating cost of an ICBM system includes recurring ex-
penditures such as the pay and allowances of military personnel assigned,
the cost of replenishing supplies of fuel and spare parts, and the costs
of all other goods and services necessary for keeping the weapons system
in operating order.

-8 -
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IV. Costing Methods and Problems

It should be clear from this description that we either must have
broad access to Soviet accounting data or must know quite a lot sbout
detailed  components of such a system 1n order to determine its cost.
The fact is that our knowledge in these two areas varies from cost
element to cost element and from system to system. Direct information
on Soviet prices is available for the major portion of our estimates
for personnel, construction, fuels, and general-purpose equipment such
as trucks and common communications equipment.

Indirect pricing methods are used for estimating the costs of most
of the weapons themselves. There is a whole spectrum of indirect cost-
ing methods that have been used. At one. end of the spectrum, where we
can determine most of the physical and performance characteristics and
are familiar with production techniques and costs, we can construct the
cost directly in Soviet prices in much the same manner as it is done
in the USSR. At the other end of the spectrum, where we know little
about the physical characteristics of the weapon and its Soviet costs,
we have been forced to use the costs of similar US weapons and have
attempted to modify these by the obvious differences between the two.

Let me describe how we estimated the cost of one of the Soviet jet
heavy bombers indirectly. In this case we asked one of our consultants
employed at a large US aircraft firm to estimate what it would cost in
the US to produce various quantities of this airecraft. To assist him
in this work, we furnished him with a very detailed description of the
aircraft, its engines, electronics, and other components and supplied
him with as much information as was avallable on the manufacturing
facilities that we believed were employed in its production. We also
discussed with him what was known of Soviet aircraft production tech-
nigues. This project resulted in a study that presented a cost esti-
mate not only of the whole aircraft but also a breakdown of the cost
by major component. It also showed how these costs varied with the
volume of output. We then were able to take these data in dollars and
convert them to ruble costs on the basis of our knowledge of relation-
ships between US and Soviet prices for the various components of the
aircratt.

This problem was & relatively straightforward exercise where much

was known about the weapon itself and its producing plant and manufact-
uring methods. In other cases where less 1s known about these factors,

- 9 -
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a large number of assumptions have to be made, thus increasing the
ranges of uncertainty surrounding estimates of cost. One of the obvious
problems facing us is to improve these estimates either by getting direct
Soviet cost data or by determining the difference between US and Soviet
systems more accurately. In the few instances where actual Soviet prices
have become avallable, our indirect prices have turned out to be sur-
prisingly good. TFor many weapons, such as naval vessels, aircraft, and
some ground armaments our cost estimates probably are relatively accurate.

It is in the important areas of new weapons and regearch and develop-
ment, however, that our knowledge of costs 1is the weakest. Research,
development, testing, and evaluation have become major elements of the
cost of new weapons systems. Before the advent of missiles, a country
could produce 5 or 10 prototype aircraft and reuse most of them in a
development program. Some of these might even be modified later and
asgigned to operational units. Such costs were only a small part of the
total cost of the program. Missile systems are different. A research,
development, test, and evalvation program can consume 50 or even. 100
very expensive missiles. In addition, extensive instrumentation is
necessary to gather performance data. TFor missile systems these costs
constitute a major portion of the total program.

Furthermore, the introduction of missiles has created new deploy-
ment and operational problems. A new alrcraft usually can be deployed
on existing fields and can use much of the equipment already present,
although the runway may have to be modified and some new equipment may
be added. The introduction of missile systems has required the USSR
to establish entirely new launching complexes and to furnish them with
completely new equipment.

A, Timing of Expenditures

One of the most difficult problems that we face in costing Soviet
programs is the determination of the time period in which various expen-
ditures are made. The timing of these expenditures is important to
understanding the inmpacts of these programs and the fluctuations that
are manifest in Soviet economic data. The new complex weapons systems
require long leadtimes for development, production, and deployment.
Often these costly activities for a particular program may be underway
long hefore we are aware of the existence of the program. Even after
we become aware ‘and can estimate its total cost, we must allocate these
expenditures to the years in which they actually occurred. We can
usually determine from US experience and knowledge of previous Soviet

- 10 -
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programs some minimum time dimensions. In addition, various sources
of intelligence, when viewed in retrospect, reveal significant indi-
cations of the timing of such programs. Generally, however, adjust-
ments on this basis are made after the events have occurred, and,
obviously, such omissions limit the usefulness of our estimates of
expendltures.

In order to 1llustrate thls problem, let us consider the effects
of & Soviet program to land e man on the moon hefore the end of the
decade. If such & program exlsts, very large expenditures would have
to be occurring right now for large hoosters and for other hardware and
facilities necegsary for this program. These expenditures might cumu-
late to a sum on the order of one-~half billlon to 2 billion dollars to
date and would grow to several billion a year before the actual event.
Yet it may be a year or two before we get evidence from Soviet test
activity that such a program is underwsy. This problem can be handled
by presenting two estimates of expenditures: one with the moon program
and one without.

B. BSoviet Defense Budget

How do our estimates of Soviet military expenditures compare
with those announced by the USSR? For the 1958-62 period, our esti-
mates are about LO percent greater. Why should such a discrepancy
exist? The primary reason is that much of what we consider military
expenditures is included in other accounts in the Soviet budget. We
are relatively certain that announced Soviet military expenditures in-
clude those for general "housekeeping” functions such as pay and other
personnel costs and maintenance and operations. They also may include
those for some facilities such as barracks, for general-purpose equip-
nent such as trucks, and for the replacement of certain operating stocks
such as ammunition and fuels. On the other hand, some, if not all, of
the expenditures for research, development, and testing; the space pro-
grams; the purchase of new weapons and nuclear warheads; and the con-
struction of some military facilities probably are financed from other
budget accounts such as "science" and unspecified residuals.

A comparison of announced expenditures for 1960 and 1962 sup-
ports this view and alsco indicates that the scope of the announced
"Defense" account may have been changed in 1961. Our estimates of
military and space expenditures increased by about 20 percent between
1960 and 1962, while the planned Soviet defense vote increased by about

- 11 -
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Lo percent, or 3.8 billion rubles. At the same time, the unspecified

budget residuals, which usually rise from year to year, decreased by

2.6 billion rubles. Thus at least two-thirds of this increase in the
defense vote could be accounted for by a simple redefinition of asccounts.
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V. Conclusions to Date and Their Limitatlons

A, Conclusions

After hearing some of our problems, you might ask, "How good are
our estimates of Soviet military expenditures? Can they tell us anything
about Soviet activities to the present?" Our estimates of Soviet mili-
tary expenditures are certainly not perfect, and much more work has to be
done to improve them. Yet they are very useful for understanding what
has heppened to Soviet military progrems over the past few years.

After declining from 1955 to 1957, Soviet militery expenditures
grew very repldly to the present, reflecting the large expendiltures on
research, the introduction of new weepons systems (especilally missiles),
and the increased availebility of nuclear warheads. Total military ex-
penditures increased by about one-third since 1958 at an annual rate
half again as fast as Soviet gross national product.

Most of this increase was from the machinery sector of the econ-
omy. During the 1958-62 period the machinery component of military ex~
penditures grew from about 50 percent to about 62 percent of the total,
reflecting a trend that is likely to continue into the future. The in-
crease in the machinery intensity of military expenditures since 1958
has caused a reduction in the rate of growth of nonmilitary machinery,
thus affecting industrial investment and the future growth of Soviet
industry. ©Significant changes must have taken place in that part of
the manufacturing sector of the Soviet econowmy which supports the mili-
tary establishment. Expenditures for the procurement of missiles,
ground electronics, and nuclear warheads probably will be significantly
larger in 1962 than all military hardware procurement in 1958. The
growth in output of these complex products in the last 5 years cer-
tainly required large new investment in plant and equipment.

Before discussing what our calculations show about the rela-~
tive importance of the various missions, let me describe the mission
categories that we use and what is included in each., There are four
major combat missions -- ground, naval, air defense, and strategic
attack. There is a category of expenditures for military research,
development, testing, and evaluation that also includes expenditures
for all space activities. Finally, T have grouped all other expendi-
tures into one broad category that includes expenditures for over-all.

- 13 -
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commend. and support activities, other expenditures which are not appro-
priately asslgned to other categories, and & residual set of expenditures
such as pay for retirees end the cost :of the reserve system.

It should be noted that the expenditures for research, develop-
ment, testing, and evaluation are not included in any of the combat mig-
sions. Each of the combat missions includes an sircraft element. Finally,
I would like to point out that not all naval vessels gre in the naval mis-
sion ~- for example, submerines with ballistic missiles are included under
the strategic attack mlsslon.

Our calculstions show that the USSR 1s allocating the smallest
ghare of 1ts militery expenditures to the naval mlssion and the largest
to the ground mission, although thie latter ghare has declined greatly
in the last 5 years. During thls same period, expenditures for research,
development, testing, end evaluation -- including the space program =--
have doubled end probably willl exceed those for the ground mlssion next
year. I shall have more to say leter about expenditures for research
and. development.

Allocations to the alr defense and strateglc attack missions
have more than doubled since 1958, and these two mlssions are now about
equal, although alr defense probably will become & somewhat larger share
in the future. FEven within the strateglc attack category a useful dis-
tinction can be made -- historically, weapons systems for attack against
Furasia and the periphery have receilved by far the larger slice, but at
present those for intercontinental attack have grown to absorb almost an
egual share.

B, Limitations of Our Estimates of Expendltures

As I have saild, our estimates of Soviet military expenditures are
not perfect, and much more work has to be done to improve them. I be-
lieve that any bias which they may have tends to be downward. There are
several reagons for thils statement. First, the method of compiling these
expenditures by cumulating the costs of activities estimated to exist, by
its very nature, cannot really take account of programs that we know noth-
ing about. Second, in those areas where we have no direct Soviet price
data we may underestimate the cost. Some of us believe that the ruble-
dollsr ratios which apply to conventional weapons may be too low for the
newer weapons systems where the USSR is pushing technology. Such a state-
ment would imply that the USSR is relatively less efficient in producing
these new wespons than 1s the US.

- 14 -

S-E-C-R-E-T

Approved For Release 2001/03/02 : CIA-RDP71T00730R000400030067-3



Approved For Release 2001/03/02 : CIA-RDP71T00730R000400030067-3

S~E-C-R~-E-T

On the other hand, there are some compensating factors. These
include our tendency to estimate the continuation of old wespons pro-
grams too long and our frequent overestimates of the number of wnits
of a weapons system that the USSR may acquire,

Costing militery programs in rubles has been criticized as not
reflecting the "true" economic cost of these programs to the USSR.
Soviet prices do not include charges for rent and interest on capital,
and allowances for deprecilation of equipment generally are too low,
Prices paid for the high=quallty materials and workmanship used by the
militsry may not adequately reflect their true scarcity in the Soviet
economy. Finally, the pay of a large portlon of mllitary personnel
does not represent the opportunity cost of the men -- that 1s, what
they probably could produce if they were employed in industry or agri-
culture. All these criticlsms are true, but Soviet planners probably
uge these monetary data together with other informatlon in physical
terms to reach thelr economic declslons.
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VI. Outlook and Problems of the Future

So far I have discussed our estimates of military expenditures up to
the present. How far can they be projected into the future with confi-
dence? What new problems are introduced?

Our evidence on production, construction, and test activity, together

with our understanding of leadtimes and our interpretation of Soviet
trends, permits a reasonebly velld projection extending sbout 2 years
into the future. TFor the period beyond that, the evidentisl basge almost
diseppears, end new problems are introduced,

In view of the long leadtimes involved in the development, produc-
tion, and deployment of modern weapons gystems, militery planners must
make decisions now that determine the composition and strength of our
military forces 5 to 10 years from now, One of the principal factors
affecting our force structure in that time period should be reasonable
estimates of alternative force structures which our likely enemies may
have. To date, however, intelligence has had little influence on these
long-run decisions in the US, but there is much that it can contribute.

In order to be useful, intelligence must assess the factors that
Soviet planners must consider in reaching decisions on their forces for
that time period. Earlier in my discussion I named some of these. They
include (1) evolving Soviet military doctrine, (2) Soviet estimates of
Western capabilities, (3) the effectiveness of and the requirements for
potential weapons systems, (4) the costs of these weapons systems, and
(5) the availability of resources in various sectors of the economy.

What we who are involved in costing must do is to construct alterna-
tive estimates of Soviet military expenditures implied by the various
feasible military programs that the USSR may undertske in the future.
We must then select those force structures that sppear most reasonable
in the light of the factors which I have just listed. Because of the
leadtimes 1nvolved, subsequent intelligence on weapons tests, production,

and deployment activities, together with developments in specific sectors

of the Soviet economy, may help reduce the number of alternatives even
further. Obviously, some judgment concerning the economic consequences
cf each of these projected force structures should be made in termes of
their effects on growth in investment and consumption,
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A most pressing problem is how to cost new weapons system. that have
not yet been developed by any country. In deciding on whether to develop
and deploy some unspecified weapons systems to perform a particular mis-
sion, national planners must make some estimates of what it would cost.
Costs of many such programs have been estimated for US planning purposes.
Presumably, such costs, properly modified, could be used in evaluating
the impact of simllar programs on the Soviet economy. A review of esti-
mates for US programs which have been made in the past and have since
been implemented clearly shows a pervasive downward blas. In fact,
actual costs have been several tlmes what had been estimated. The in-
discriminate use of such estimates would involve a severe downward bias
in estimetes for Soviet progrems, Simllarly blased estimates, however,
might even be the basls for Soviet declslons, How to estimate costs of
weapons systems for perilods 5 or more years 1ln the future is currently
being studied for US programs, and much of this work may be spplicable
to intelligence problems.

A key consideration in assessing future Soviet military programs is
the allocatlon of resources between expenditures for current and near-
term operatlons and those for research on weepons concepts and components
for the far term. Soviet research and development expenditures have quad-
rupled in the past 8 years and next year will be larger than those allo-
cated to the ground mission. Much of this growth is certainly attribut-
gble to the increasged cost of developing and testing systems that are now
or will soon become operational. Part of the growth is due to major ex-
ploratory research and development activities whose fruits will not be-
come operational or even apparent for another 5 cor 10 years, The im-
portant intelligence questione are (1) how much near-term operational
capabllity 1s belng sacriflced in order to acquire significantly improved
weapons systems in the future and (2) how successful will the USSR be in
thisg respect. We have earmarked expenditures for Soviet resesrch, de-
velopment, and testing as a primary aree of study during the next year.
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VII. Summary and Other Questions

I have presented some of the intelligence uses to which estimates
of costs of Soviet weapons systems can be put 1in assessing over-all
Soviet policy decisions and in understanding the allocation of re-
sources among military missions and weapons systems. The major objec-
tive 18 to give our.intelligence communlty and the policymaker an ap-
preciation of the magnitude of resources which the implementation of
varlous weapons or space programs will require and which, therefore,
will not be available for carrylng out other military or nonmilitary
programs. Soviet leaders in formulating their policy decisions -- and
therefore the intelligence community -- must assess these costs in
terms of (1) the gains to be acquired by such military programs and
(2) the other potential benefits that will be given up. I also have
discussed some of the major problems that we face in determining the
costs of weapons systems. There are many more that we might explore
in the discussion perilod. These might include how weapon costs change
with the volume of production, the problem of the ruble-dollar ratio,
Joint costs, or the usefulness of the prices gquoted for weapons to
underdeveloped countries., We might go into some more general problems
of how decisions about funds for weapons systems are made in the USSR
or even into the meaning of Soviet prices as a real measure of economic
cost,
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